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FOREWORD 





Presented herewith for use of the Committee on Agriculture and 
other Members of Congress is the report of the Subcommittee on 
Futures Trading in Perishable Commodities, under the chairmanship 
of Hon. George M. Grant, of Alabama. Congressman Grant and his 
colleagues on the subcommittee are to be commended for the careful 
and statesmanlike manner in which they have studied this complex 
and controversial subject. Dealing with this difficult and intricate 
matter, they have worked carefully and patiently to get at the funda- 
mentals of this aspect of our marketing system. 

The report herewith presented is an excellent analysis of the funda- 
mental factors involved in futures trading in onions and potatoes and 
should be of substantial assistance to all those interested in a further 
study of this problem; 


Haroupv D. Cooiey, Chairman. 
IIr 























FUTURES TRADING IN ONIONS AND POTATOES 


Pursuant to instructions from the committee chairman, Hon. 
Harold D. Cooley, of North Carolina, the Subcommittee on Futures 
Trading in Perishable Commodities (hereinafter referred to as the 
committee) conducted hearings in Washington and elsewhere, heard 
a total of 107 witnesses, and presents herewith the report of its study. 

rn . ® ? 

lhe general conclusion reached by the committee as the result of 
its study is that futures trading in onions and potatoes (the two 
commodities to which the study was confined) as presently conducted 
on the commodity exchanges permits speculative action which can 
adversely affect both the price and the supply of these commodities, 
that such activity has taken place to the detriment of producers, and 
that unless rules and regulations applicable to trading in these com- 
modities can be improved so as to prevent damage to producers and 
dealers in these commodities such trading should be prohibited 
altogether. 

HEARING 


The subcommittee was appointed by Chairman Cooley October 
27, 1955, chiefly as a result of many complaints from producers and 
handlers of potatoes and onions of wild fluctuations in the prices of 
those commodities which they attributed to activities of the futures 
markets. Members of the committee are Hon. George M. Grant of 
Alabama, chairman; Hon. Watkins M. Abbitt of Virginia; Hon. 
John C. Watts of Kentucky; Hon. Paul B. Dague of Pennsylvania; 
and Hon. Clifford G. McIntire of Maine. 

The instruction of Chairman Cooley to the committee was that it 
was not to devote its attention primarily to the investigation of any 
alleged manipulation of the futures markets but, rather, to carry out 
a constructive study of the effect of futures trading on the supplies and 
prices of onions and potatoes. The hearings of the committee have 
been conducted on this basis. 

Early in the 2d session of the 84th Congress, a bil (H. R. 7920) was 
introduced -by Mr. King of Pennsylvania to prohibit trading in onion 
futures. Since many potato growers had already taken the position 
that trading in potato futures should be prohibited, testimony at the 
hearings large ly took the form of arguments for and against the con- 
tinuation of trading in these commodities. Hearings were held at 
Presque Isle, Maine, on December 6 and 7, 1955, at Chicago, LIL., 
March 24, 1956, and in Washington on May 16, 17, 18, and 22, 1956. 

Testumony at Presque Isle was chiefly from representatives of the 
potato-producing and distributing industry. That at Chicago was 
chiefly from producers and distributors of onions. At Washington, 
representatives of the commodity exchanges, spokesmen for the general 
farm organizations and other general organizations, and representa- 
tives of the C ommodity Exchange Authority of the Department of 
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Agriculture, were given an opportunity to testify. The committee 
desires to commend those who appeared as witnesses and to express its 
appreciation for the extremely high caliber of testimony which was 
presented throughout its hearings. The issues were discussed squarely 
and clearly and the printed record of the hearing should prove a 
valuable source of information for those interested in studying this 
subject. 
BACKGROUND 


Futures trading in onions was initiated by the Chicago Mercantile 
Exchange in 1942, and most of the trading in onion futures is still 
conducted by that exchange. Futures trading in potatoes was 
initiated by the Chicago Mercantile Exchange in January 1931 and 
by the New York Mercantile Exchange in December 1941. Virtually 
ail of the trading in potatoes is done on the New York exchange and 
is concerned primarily with Maine potatoes. The Chicago Mercantile 
Exchange has a futures contract for Idaho potatoes which has seen 
very little activity in recent years. 

Potatoes were included in those commodities subject to the juris- 
diction of the Commodity Exchange Authority in the general revision 
of the Commodity Exchange Act in 1936 and trading in potato futures 
has been under the scrutiny and regulation of the CEA since that 
time. Authority to exercise control over trading in onions was not 
conferred on CEA until September 1955 (by Public Law 174, 84th 
Cong.). In the case of onions, therefore, the CEA has had little 
opportunity to work out trading practices and regulations. 

The Department of Agriculture, in reporting on the bill adding 
onions to the commodities within the purview of the act, observed 
that regulation of futures trading in onions under the Commodity 
Exchange Act could not reasonably be expected to prevent the wide 
seasonal! price swings traditional in the marketing of onions, but that 
enactment of the bill would enable the Department to obtain the facts 
as to what takes place in the onion futures market and to deny trading 
privileges to persons found to have engaged in manipulative trading 
or other unlawful trading practices. 


HAS THERE BEEN MANIPULATION OF FUTURES MARKETS? 


Testimony at the hearings was quite convincing that there have 
been recent efforts, some of them attended with a considerable measure 
of success, to manipulate the futures markets of both potatoes and 
onions. The committee cites only three documented instances: 

On July 14, 1955, the Commodity Exchange Authority entered an 
order against the 11 affiliates of the Winn “& Lovett Groe ery Co. 
denying them trading privileges in potato futures until turther notice. 
The order was entered after the respondents waived hearing on a 
complaint charging them with conducting a “bear raid” on the potato 
futures market in May 1955, and consented to the entry of the order. 

On September 21, 1955, Jacob Stern and Jacob Stern & Co., Inc., 
filed a stipulation waiving hearing on somewhat similar charges with 
respect to the potato futures market contained in a complaint issued 
on June 24, 1955. These respondents also consented to the entry of 
an order against them. 

On June 18, 1956, a complaint was issued by the CEA against 
Vincent W. Kosuga, Pine Island, N. Y., and Sam Siegel and National 
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Produce Distributors, of Franklin Park, Ill., charging in effect that 
the respondents cornered the cash market in onions and used these 
onions to depress the price of onions on the futures market in the 
spring of 1956. 

It seems quite clear from testimony at the hearing not only that 
efforts to manipulate the futures markets in potatoes and onions have 
taken place from time to time, but that these markets as they are 
presently conducted by the New York and Chicago Mercantile 
Exchanges not only fail to prevent such activities but provide a 
fertile ground for efforts at manipulation. 

It is encouraging to note that since the hearings on futures trading 
have been concluded, the New York Mercantile Exchange has moved 
affirmatively to place some restrictions on speculative lines in that 
market for Maine potatoes. The Commodity Exchange Commission 
has announced controls on speculative lines with respect to onion 
futures and it is hoped that the mercantile exchanges will move con- 
structively and affirmatively to establish other restrictions on trading 
which will eliminate the opportunities for abuse. 


HAVE PRODUCERS BEEN ADVERSELY AFFECTED? 


The conclusion is inescapable that gyrations of the futures market 

have from time to time affected the cash price of onions and potatoes 
to the injury and detriment of producers of those commodities. The 
producers of both commodities cited many instances of price fluctu- 
ations apparently unrelated to supply and demand situations and 
traceable only to activity on the futures market for the commodity. 
Unfortunately for the producer, efforts of those who would manipulate 
the futures market seem almost always to be directed toward driving 
the price of the commodity down. This has obviously been a tac- 
tical error on the part of the traders. The offense against society 
would be just as great were they to manipulate the price upward but 
doubtless the volume of complaints from producers would, in that 
event, be substantially smaller. 

Probably the extreme example of wild gvration in futures market 
prices adversely affecting producers was in the March 1956 onion 
contract. By one means or another, the price of palone for March 
delivery was beaten down from a seasonal high of $2.75 per 50- pound 
bag of onions to the ridiculously low figure of 10 cents per bag at the 
time of the March delivery. Very few onions actually changed hands 
at the 10-cent figure for substantial quantities were sold at 40 to 50 
cents per bag and this debacle in prices, which was brought about by 
trading in the commodity on the Chicago Mercantile Exchange, took 
place at the time when Texas onion producers were sending their 
crop to market. It was stated that as the result of this activity on 
the futures market many Texas producers had to dispose of their 
crop at prices which meant a substantial loss to them for their season’s 
operation. 


ARE POTATOES AND ONIONS SUITABLE SUBJECTS OF FUTURES TRADING? 


Perhaps the basic questions involved in the committee’s inquiry 
are the fundamental ones as to whether the very nature of onions and 
potatoes makes them unsuitable commodities for futures trading 
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and whether futures trading in such commodities serves any useful 
economic purpose. The committee’s feeling on this matter is that 
there is serious doubt that onions and potatoes are suitable com- 
modities for futures trading and that, in effect, the burden of proof is 
on those who advocate such tr: ading to demonstrate that it is economi- 
cally useful and that it is possible for it to be carried on with respect 
to commodities as perishable as onions and potatoes in as orderly and 
proper a ma or as it can be carried on with more storable commodities 
such as wheat, corn, cotton, or wool. 

Neither onions nor potatoes can be stored for more than short 
periods of time without obvious and inevitable deterioration. This 
results in a constant but uneven pressure on the market. The owner 
of a storable commodity such as, for example, cotton has only one 
decision to make with respect to the time of selling bis commodity: 
Will the price at some future time be sufficiently higher than the 
present price to afford him a better profit, considering the relatively 
small matter of storage charges in the interval? The owner of onions 
or potatoes, on the other hand, must answer not only this question of 
future price but must consider also the condition of his commodity— 
the inevitable fact that the commodity itself is going to be worth less 
and less as time passes and that within, at the most, a few months it 
will deteriorate to the point where its value will be zero. 

This natural characteristic of perishability not only exerts constant 
pressure on producers, shippers, and traders but provides almost an 
ideal environment and tool for those who would undertake to manipu- 
late the futures market, particularly by “slugging” it from time to 
time with a quantity of the commodity which cannot be assimilated 
by the trade within the time limits of further q iality deterioration. 

These considerations, taken alone, would make it appear that onions 
and potatoes are probably not suitable subjects for futures trading. 
On the other hand, it was pointed out at the hearing that eggs are a 
perishable commodity in which futures trading has been conducted for 
many years in a more orderly manner and without as many abuses as 
appear to have crept into the trading of onions and potatoes. It may 
be, therefore, that the perishability of potatoes and onions is not an 
absolute bar to their suitability for futures trading purposes but only 
a characteristic which requires better supervision and control of such 
trading than has heretofore been the case. It should be noted, how- 
ever, that even in eggs the record of complaints issued by the Com- 
modity Exchange Authority shows a history of more frequent manip- 
ulative operations than in the less perishable products such as the 
grains and cotton. 

A less obvious but equally important factor to be considered in 
determining whether or not onions and potatoes are suitable for 
futures trading is whether or not futures trading in these commodities 
actually fulfills any useful and needed economic function. One of 
the major economic justifications of futures trading is that it permits 
hedging by both the producers and the users of a product—-establish- 
ment of a price for the commodity in the one case in advance of the 
actual physical sale and delivery and in the other case in advance of 
the physical purchase. Such a process has obvious advantages in 
promoting orderly marketing and price stability. 
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In the case of onions and potatoes, however, considering first the 
consumer side, there are virtually no large-volume users or processors 
of these commodities. In the case of virtually all other commodities 
traded on the futures market, there are large-volume processors who 
use the commodity in its raw form and who find it distinetly to their 
advantage to be able to hedge by futures purchases on the exchanges. 
This is true even of the other perishable commodity, eggs. In the 
ease of onions and potatoes, however, the portion of the crop which 
goes into processing is relatively insignificant, the great bulk moving 
in the raw form directly to the ultimate consumer. Onions and 
potatoes are handled along the route not by processors who need to 
establish the price of their finished product weeks or months in ad- 
vance but by traders and distributors to whom the purchase price is 
relatively insignificant since they buy and sell the product in its raw 
form and merely add their handling charge and markup to the price 
they have paid, passing the total along to the ultimate consumer. 
Consumers of onions and potatoes, therefore, have relatively little 
need of an opportunity to hedge their purchases and trading records 
show that they do little of it. 

From the standpoint of the producer, an opportunity to hedge his 
anticipated production is as valuable to the onion grower as to the 
grower of any other agricultural commodity. However, the amount 
of cash or credit required for a producer to carry out a hedging 
operation on a substantial portion of his crop is so great as to put 
this safety measure entirely beyond the means of the average grower 
of onions or potatoes. Informed testimony before the committee 
was that no more than an estimated 5 percent of the growers of 
onions or potatoes have the financial resources to carry out a hedging 
operation. Probably substantially fewer than this number have 
actually taken advantage of this opportunity to afford themselves 
price protection for their drop. The conclusion is, therefore, that 
while the opportunity to hedge on the futures market is theoretically 
of value to onion and potato growers, as a practical matter it is 
beyond the reach of most producers and is of very little value to the 
producing industry as a whole. 

An analysis of the open contracts in both the onion and potato 
futures market does show some considerable selling on the part of 
shippers and dealers who classified their operations as hedges. It is 
represented, and perhaps correctly so, that this enables these shippers 
and dealers to reduce the risks incident to their purchases from pro- 
ducers and thus these hedging transactions in the futures market 
react to the benefit of the producers in an indirect manner. 

As a result of the relatively small use made of the onion and potato 
futures market for hedging operations, an inordinately large propor- 
tion of the trading in these commodities is purely | speculative in 
character and is done by people who are neither producers nor con- 
sumers of the commodity. A certain amount of speculation is an 
obvious necessity to a futures market. Unless the hedger can find 
someone willing to assume the price risk he seeks to avoid, there 
would be no futures market. When a market is predominantly a 
vehicle for speculation, however, with only incidental use for bona 
fide hedging purposes, serious questions are raised as to the economic 
necessity for or desirability of such a market. 


on 
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In addition to the hedging function, the commodity futures markets 
in the stable agricultural products perform the extremely valuable 
service of providing a meeting place where all supply and demand 
factors are focused and, in the absence of manipulation, result in the 
establishment of true and representative prices. These prices are 
widely disseminated and are extremely valuable to both producers 
and consumers in determining what they should receive and what 
they should pay for the products in question. Obviously, such quota- 
tions are worse than useless if they are distorted by manipulative 
operations. The question is, therefore, whether artificial influences 
can be eliminated from the potato and onion markets so as to prevent 
the erratic and obviously unwarranted price record which has existed 
in the past on these markets. The dissemination of true prices is a 
source of great protection to producers against being deceived as to 
actual market conditions and being persuaded to sell their products 
at less than their true value. 


HAVE PRODUCER INTERESTS BEEN CONSIDERED? 


During the course of the hearings it became quite evident that the 
rules and regulations under which trading in onion and potato futures 
is carried on have been set up with little or no thought to the effect 
such trading might have on producers of these commodities. There 
has been on the part of the exchange operators a surprising absence 
of any feeling of responsibility for the effect that trading in futures 
might have on the prices received by farmers. Contracts have been 
drawn up and exchange rules and regulations fixed without any con- 
sultation with producers and, in fact, it was testified that on a number 
of occasions requests by produc er organizations or groups to confer 
with exchange officials on a matter of futures trading have been 
refused. The committee was glad to note during the course of its 
hearings an apparent change in attitude on the part of exchange 
officials with respect to this matter and an indication that they would 
try to work with producer groups in improving futures contracts and 
the regulation of trading. 


CAN TRADING CONDITIONS BE IMPROVED? 


It has become apparent from testimony at the hearings that both 
the New York and the Chicago Merc antile Exchanges have failed— 
through their laxity in instituting administrative adjustments in ex- 
change operations—to perform in a manner conducive to the best 
interests of potato and onion producers. There is no doubt that the 
rules and regulations under which trading in these conmodities is 
carried out can be substantially improved. Whether they can be 
improved sufficiently to justify continuation of futures trading in 
these commodities remains to be demonstrated. Those in charge of 
the administration of the futures markets are certainly aware of the 
areas in which improvement may be made and it is primarily their 
responsibility to take those steps which will bring about substantial 
improvement in the market environment. The committee suggests 
that the following areas merit immediate consideration. 

It is to be hoped that the exchanges will become aware of the neces- 
sity for effective restrictions in unbridled speculative activity which 
contributes nothing to the actual marketing of potatoes and onions and 
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which, ou the contrary, has been demonstrated at times to disrupt 
these markets. The exchanges will be shortsighted indeed if they feel 
that a constant repetition of some of the episodes which have occurred 
in the past will be tolerated by legitimate producer interests. 

The exchanges should also take steps to inaugurate a wise program 
of margin requirements in their markets. The tightening up of margin 
provisions would work toward discouraging speculation and encourag- 
ing market stability. The mercantile exchanges should—in those 
instances where presently established margin requirements historically 
reflect an accompanying high rate of spec ulatory activity—effect suc h 
modifications in these requirements as will serve to invite market 
stability. The amount of money required to be deposited on a specu- 
lative contract in potatoes or onions, $240 and $300, respectively, is 
the lowest for any of the commodities in which there is futures trading. 
While the low dollar value of the contract makes these margin require- 
ments substantial percentagewise, they nevertheless present an 
attractive speculative temptation for persons who are not in a position 
to make reasonably substantial deposits. ,They thus attract a more 
or less unstable speculative element. 

The mercantile exchanges have the authority to set the limits of 
daily price fluctuation on “their boards. Such limits should be set at 
levels which would stimulate maximum beneficial trading activity 
but at the same time serve as an effective deterrent to wild fluctuation 
and to market manipulation. 

It has been developed during the course of the hearings that there 
has existed a widespread practice of concentrating appreciable 
volumes of onions in the vicinity of the Chicago Mercantile Exchange 
and, to a possibly lesser degree, potatoes in the vicinity of the New 
York exchange. Such a practice may well be a powerful influencing 
agent on board activity, and the committee seriously questions this 
practice of commodity concentration in the area for delivery on the 
exchange. 

The establishment of multiple delivery points should be promptly 
and seriously considered by the exchanges. Various delivery points 
would serve to dissipate market gluts so frequently attendant upon 
a single delivery point and would temper the adverse price influences 
that commodity concentrations so frequently exert on the physical 
marketing of the commodity. It should be cautioned, however, that 
in the establishment of multiple delivery points, due consideration 
should be given to freight rate differentials. The full benefits of such 
a policy could never be realized without such an adjustment. 

The mercantile exchanges also have the authority to determine the 
date when trading begins in any particular future. There seems 
little justification for starting trading in the November future months 
before planting has begun. Even at the sacrifice of some commissions, 
the exchanges would perhaps be well advised to open trading only 
when some facts are available on which a reasonable price forecast 
can be made. 

SUMMARY AND RECOMMENDATIONS 


It is the committee’s considered conclusion that futures trading in 
potatoes and onions, as presently conducted, although beneficial in 
some respects, has proved detrimental to the producers of these 
commodities—the detriment taking the form of depressed prices 
resulting from arbitrary and frantic market fluctuations. 
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There are obvious areas in which futures trading practices and regu- 
lations can be improved. Whether such improvements can eliminate 
the evils which have thus far been attendant upon futures trading in 
these commodities remains to be demonstrated. 

As to whether onions and potatoes, by their very nature, are suitable 
commodities for futures trading is a question which the committee 
considers to be still undecided. 

The committee believes that if onions and potatoes are determined 
to be suitable commodities for futures trading, the Commodity Ex- 
change Authority may require additional and special statutory author- 
ity in order to regulate such trading properly and effectively. 

The committee is firm in its belief that the physical production and 
distribution of potatoes and onions—not the trading in futures 
contracts for those commodities—is the basic economic activity. 
Unless futures trading can be carried on without injury to this basic 
activity, it should be eliminated. 

On the other hand, the erratic price behavior of these commodities, 
even before futures trading became of significance, should not be lost 
sight of. The temptation to blame all of the unsatisfactory situations 
on the futures markets should be guarded against. Indications have 
come to the committee’s attention that there may have been manipu- 
lative operations in the cash onion market as well as in futures. It 
would be a mistake to expect that any system of regulation or even 
the complete abolition of futures trading in such perishable commodi- 
ties would solve the problems of distribution and create price stability. 

In the light of its study and conclusions, the committee makes the 
following recommendations: 

1. That the mercantile exchanges and others primarily interested 
in the futures trading of these commodities move speedily and as 
effectively as is within their power to make such improvements in the 
operation of the futures markets as will demonstrate that futures 
trading in these commodities can be carried on without harm or 
detriment to the producers and handlers thereof. 

2. That the information which has been and is currently being ac- 
cumulated by the Commodity Exchange Authority relating to the 
operations of the futures markets for perishable commodities, with 
particular emphasis on onions, be studied to determine the basic ques- 
tion of suitability of these commodities for futures trading. 

3. That producer organizations, marketing associations, and all 
others interested in the matter observe and consider current opera- 
tions in, and use being made of, these futures markets in order to be 
of assistance to both the Congress and the Commodity Exchange 
Authority by making constructive recommendations and furnishing 
factual and objective material concerning both the beneficial and the 
harmful aspects of these markets. 

4. That in the absence of cooperative action on the part of the mer- 
cantile exchanges to effect adjustments which would make futures 
trading an indisputably constructive trade vehicle for onion and potato 
producers, and in the event any enhanced regulatory power of the 
Commodity Exchange Authority fails to promote clearly construc- 
tive futures market activity, the Committee on Agriculture should 
promptly consider legislation prohibiting futures trading in potatoes 
and onions. 

O 








